Weekly Energy Update
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In this report, we recap the Department of Energy’s weekly report on oil inventories and related factors. We
include our euro and inventory oil model as well. Although the inventory data will be the primary focus of the
recap, we will add other data when required.

March 11, 2021

Here is an updated crude oil price chart. Prices are consolidating in the low $60s.
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Crude oil inventories rose again, defying expectations of a draw. Stockpiles increased 13.8 mb
when a draw of 3.0 mb was forecast. There was no change in the SPR. The build in stockpiles
was offset by declines in production. We did see a recovery in refinery operations but not
enough to prevent the rise in inventories.

U.S. COMMERCIAL CRUDE OIL INVENTORIES U.S. COMMERCIAL CRUDE OIL INVENTORIES

2 |- M
N e S

MB
MB

200+
I 300 4

W11 7T T T T T 7 250

T T LI T LI L T L
20 30 40 50 60 70 80 90 00 10 20 2006 2008 2010 2012 2014 2016 2018 2020 2022

Sources: DOE, CIM Sources: DOE, CIM

WWW.CONFLUENCEINVESTMENT.COM
1



In the details, U.S. crude oil production rose 0.9 mbpd to 10.9 mbpd, which is essentially a full
recovery from the recent cold snap. Exports rose 0.3 mbpd, while imports fell 0.6 mbpd.
Refining activity rose 13.0%. The second week of falling refining activity led to the
unanticipated rise in inventories.

Crude Qil Inventory Seasonal
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The above chart shows the annual seasonal pattern for crude oil inventories. Inventories remain
at a seasonal deficit, but the gap is narrowing, mostly due to disruptions surrounding the recent
cold snap. If we were following the normal seasonal pattern, oil inventories would be 14.4 mb
higher.
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Based on our oil inventory/price model, fair value is $45.63; using the euro/price model, fair
value is $66.72. The combined model, a broader analysis of the oil price, generates a fair value
of $41.61. The divergence continues between the EUR and oil inventory models, widening due
to the distortions caused by the February cold snap.

Refinery operations jumped last week but still remain well below recovery levels.

REFINERY UTILIZATION

1000

9.0 c -ﬁ"“ﬁ;_ A
900 r!,%:@#} ?_;i\.’_'}" "
- v;-‘-‘,' # = -4‘\

850 ~7

800 ~\ \
2750 ~ \pA ST \
~ v \
700 AN/ Yo,

65.0

60.0

550

50.0

3-Apr
3-May
3-Jun
3-dul
3-Aug
3-Sep
3-Oct
3-Nov
3-Dec
3-Jan
3-Feb
3-Mar
3-Ap

CURRENT —_— AVERAGE —— 201020 |

(Source: DOE, CIM)

Geopolitical news:

This year, the Hajj, the pilgrimage to Mecca that every able-bodied Muslim is required to
make at least once in a lifetime, will be held July 17-22. The KSA has announced that it
will require proof of vaccination for pilgrims this year.

Alternative energy/policy news:

If there is one great hope for fossil fuel companies, carbon sequester and storage is the
“silver bullet.” If coal utilities or refineries could capture the carbon they produce, it
would extend the life of reserves and boost the value of the companies involved. So far,
no one has been able to develop a commercially viable sequester operation. But, the
supermajor oil companies are stepping up efforts in this area.

We continue to monitor efforts on the hydrogen front. This report updates the drive for
“green hydrogen,” or the gas derived from climate friendly processes.

It turns out that commercial cannabis production generates substantial greenhouse
emissions.

General Motors (GM, USD, 55.75) is considering building a second battery factory as it
ramps up electric car production. The U.S. is also trying to catch up in domestic lithium
production.

Canada is pushing nuclear power expansion, which is running against the tide in the
developed world.
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https://www.aljazeera.com/news/2021/3/3/saudi-arabia-says-covid-19-vaccination-required-for-hajj-2021
https://www.wsj.com/articles/exxon-once-a-skeptic-sees-profit-in-capturing-carbon-emissions-11614787892?st=iuk92wdiismuk96&reflink=desktopwebshare_permalink
https://www.nytimes.com/2021/03/08/business/carbon-capture-bp.html?smid=url-share
https://www.ft.com/content/7eac54ee-f1d1-4ebc-9573-b52f87d00240
https://www.nature.com/articles/s41893-021-00691-w?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.nature.com/articles/s41893-021-00691-w?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.wsj.com/articles/gm-looking-to-build-second-battery-factory-in-u-s-11614853806?st=yfqim5s5w7ohdve&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/americas-battery-powered-car-hopes-ride-on-lithium-one-producer-paves-the-way-11615311932?st=4ccdbqyk3jct2x9&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/americas-battery-powered-car-hopes-ride-on-lithium-one-producer-paves-the-way-11615311932?st=4ccdbqyk3jct2x9&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/canada-embraces-nuclear-energy-expansion-to-lower-carbon-emissions-11614767403?st=kqu9rzygsmlgz13&reflink=desktopwebshare_permalink

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. Any investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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